More than five years after the eruption of the global financial crisis, the world economy has not recovered to running at full capacity. According to the latest update of the World Economic Situation and Prospects by the United Nations (United Nations, 2014a), the world output is expected to grow in 2014 and 2015 at the rates of 2.8 per cent and 3.2 per cent respectively. These rates are far from sufficient to close the output gap and recuperate the job losses caused by the financial crisis.
Developed countries: a secular stagnation?
On a positive note, for the first time since 2011, all major developed economies in North America, Europe and developed Asia seem to have aligned together on the same upward growth trajectory in 2014-2015. Hopefully, this could generate a virtuous cycle to reinforce the economic recovery in these economies.
In the United States, the growth momentum built in the second half of 2013 faltered in the first quarter of 2014, but mainly because of the extremely cold and prolonged winter. Growth is expected to pick up going forward. Both private consumption and business investment are expected to increase at a stronger pace than in the past two years, along with a continued improvement in the labour market and the housing sector. Despite the phasing out of quantitative easing (QE), monetary policy is expected to remain highly accommodative during 2014 and into 2015. Fiscal policy in 2014-2015 will be less restrictive than in previous 1 The author is the Director of Development Policy and Analysis Division in UN Department of Economic and Social Affairs. hong@un.org. This chapter is based on the speech delivered at the International Economic Association meeting, June 5, 2014, Jordan. The views expressed here are those of the author, but they do not necessarily represent the views of the United Nations.
years. GDP is expected to grow in the range of about 2.5-3.0 per cent in 2014 and 2015.
In Japan, the fiscal stimulus package introduced in 2013 has supported growth, but this stimulus is set to fade out. In April 2014, the government increased sales tax. Although the government also injected a supplementary budget spending, the magnitude is not enough to offset the negative impact of higher taxes. The QE in Japan has ended deflation by pushing the inflation rate towards 2 per cent. However, wage growth has been limited and may not provide sufficient support to keep inflation close to the target of 2 per cent in future. The QE has also led to a significant depreciation of the Japanese yen vis-à-vis other major currencies, but has so far had limited effects on boosting exports. Public debt remains extremely relative to GDP. Japan's economy is expected to grow by 1.4 and 0.9 per cent in 2014 and 2015, respectively.
Western Europe emerged in mid-2013 from a protracted recession. Systemic risks and financial tensions in the region have subsided significantly, but not disappeared completely. A number of countries in the euro area, which were mired in, or on the brink of sovereign debt, have returned to capital markets to issue bonds at the relatively low costs that were present before the crisis. Fiscal austerity programmes have lessened in intensity and become less of a drag on economic growth. However, the recovery remains weak in the euro area, and fragilities remain in both the banking sector and the real economy. The inflation rate is at extremely low level, triggering concerns about the risk of deflation. The unemployment rates remain elevated in many of the euro economies. GDP in Western Europe is expected to grow by 1.5 per cent in 2014 and 1.8 per cent in 2015.
The recovery in the new European Union States' members is also firming against the backdrop of stronger activity in Western Europe. This group of countries is expected to grow by 2.4 per cent in 2014 and by 2.9 per cent in 2015.
Economies in transition: suffering from geopolitical tensions
Among the economies in transition, the growth projections for the Commonwealth of Independent States (CIS) have been reduced notably, mainly because of the political crisis in Ukraine and the associated geopolitical tensions in the region. For example, Ukraine is already in a recession. Growth for the Russian Federation is expected to be less than 1 per cent for 2014.
The economic sanctions the United States and Europe have targeted on the Russian Federation, as well as Russian retaliations, have so far had limited direct impact, but had notable indirect impact through market confidence and capital flows.
Depreciation of the Russian ruble added to inflation, undermining private consumption, and the increases in the policy interest rates further curb private
